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INSTRUCTIONS: 
 
This paper consists of 5 pages (including the cover page) AND 4 annexures. 
 
 Answer all questions.   
 Show all calculations, workings and reasoning clearly. 
 Silent, non-programmable calculators may be used. 
 
 
Question  Topic  Marks  Time 
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5 
 
  
Time-value of money 
Capital budgeting 
Cash budget 
Cost of capital  
Leasing 
  
10 
25 
25 
15 
25 
  
18 minutes 
45 minutes 
45 minutes 
27 minutes 
45 minutes 
    100  180 minutes 
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Question 1 (10 Marks) 
 
Part A 
 
An investor is considering making the following investments: 
 
1.1 A R150 000 lump sum at a simple interest rate of 6% per annum for 4 years.  
 
1.2 A R150 000 lump sum at an interest rate of 6% (compounded annually) for 4 years. 
 
1.3 An annuity of R150 000 per annum at the beginning of each year for 5 years (he will 
make 5 payments) at an interest rate of 6% (compounded annually). 
 
Required: 
 
A1.  Determine the future value of the investments under consideration for 1.1; 1.2 and 1.3.                                                                                                        
                  (6 marks) 
                                                                                                                    
 
 
Part B 
 
An investor is expecting the following returns on investments made today: 
 
1.4 A lump sum of R750 000 payable at the end of 5 years assuming a rate of return of 7% 
per annum. 
 
1.5 An annuity of R360 000 payable annually in arrears for 8 years assuming a rate of return 
of 6% per annum. 
 
Required: 
 
B1.  Determine the present values (PVs) of the expected returns on each of the investments 
made for 1.4 and 1.5.                         (4 marks)                                                                         
             (10 marks) 
___________________________________________________________________________ 
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Question 2            (25 marks) 
 
ChemServ Engineering (Pty) Ltd is a manufacturer of precision equipment used in the chemical 
engineering industry. The current machinery is outdated and needs to be replaced. The current 
machinery cost R800 000 five years ago and has no current scrap value. 
 
Two mutually exclusive replacement options are possible: 
 
      Machine L    Machine M
 Estimated life    6 years     6 years 
 Initial cost (payable immediately)  R3 520 000    R2 200 000
 Net cash inflows:        
 Year 1     R270 000     R980 000 
 Year 2     R270 000     R760 000
 Year 3     R820 000    R660 000
 Year 4     R1 120 000    R440 000
 Year 5     R1 940 000    R300 000 
 Year 6     R2 390 000    R200 000
   
The company’s cost of capital is 13%. 
 
Required: 
 
2.1  For each option, calculate: 
 
the payback period; and                         (4 marks) 
the net present value.                     (16 marks) 
 
2.2 Explain why the two criteria calculated in 2.1 give different indications about the acceptability of 
the two options and advise ChemServ Engineering (Pty) Ltd as to its best course of action.       
                     (5 marks)
    
              (25 marks) 
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Question 3         (25 marks) 
 
The members of  VCartel CC have approached you to compile a cash budget for the CC for the 
first 3 months of 2016. The following information was supplied to you:  
      January   February    March 
           R         R         R 
Sales (40% cash)    900 000     950 000   975 000 
Purchases (20% cash)    400 000     410 000             420 000 
Salaries and wages    160 000    160 000   160 000 
Overhead expenses    130 000     130 000      140 000 
 
Additional information: 
1.   The opening bank balance on 1 January 2016 is expected to be an overdraft of  
      R500 000. 
2.   Credit sales are collected as follows: 
 40% in the month following the month of sale; 
 55% in the 2nd month following the month of sale. 
 5% will prove to be bad. 
3.   Credit sales were R550 000 in November and R600 000 in December 2015. 
4.   Credit purchases are paid in the month following purchase to take advantage of a 2% early 
      settlement discount (Normal terms are 60 days). 
5.   Creditors for purchases at 1 January 2016 are: 
 for December 2015 purchases R260 000. 
6.   Overhead expenses include a monthly depreciation charge of R15 000. Overhead  
      expenses are paid 70% in the month following the month in which they are incurred and 
      30% in the following month. 
7.   Creditors for overhead expenses at 1 January 2016 are: 
 for November 2015 overheads R30 000 and December 2015 overheads: R110 000. 
8.   A provisional tax payment of R125 000 must be made at the end of February 2016. 
9.   New manufacturing equipment will be bought in February 2016 for R250 000. A deposit of  
      R60 000 will be paid in February. Monthly instalments of R6 000 must be paid for 
      36 months from the end of March 2016. 
10. The sale of the old manufacturing equipment in February 2016 will raise R30 000. 
Required: 
 
Prepare a cash budget for VCartel CC for January, February and March 2016.
  
            (25 marks) 
 
Question 4         (15 marks) 
 
On 31 May 2016 information extracted from CapCost Ltd’s Statement of Financial Position was 
as follows: 
 
              R 
4 000 000 Ordinary shares                8 000 000 
12% Preference shares                 1 000 000 
Share premium                     400 000 
Retained earnings                 1 400 000 
14% Debentures                 3 000 000 
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Question 4 (continued) 
 
In addition CapCost Ltd plans to use an average of R800 000 in short-term finance at a cost of 
15%. CapCost Ltd has a tax rate of 28%, expects to make reasonable profits in the next 
financial year and has opportunities for growth. The ordinary shareholders require a return of 
8% above that of the debenture holders. 
 
Required: 
 
4.1 Determine the weighted average cost of capital (WACC) of CapCost Ltd. 
           (13 marks) 
 
4.2 Assuming CapCost Ltd wishes to undertake an expansion project which will deliver an 
expected return on investment of 18%, advise CapCost Ltd on whether or not to 
embark on the expansion project.        (2 marks) 
          (15 marks) 
___________________________________________________________________________ 
 
Question 5         (25 marks) 
 
XPand (Pty) Ltd is considering expanding its operations and in order to do so will need to 
acquire additional manufacturing equipment. The production director has been approached by 
the company’s bank to offer two financing options for the acquisition of the new manufacturing 
machinery which will cost R2 400 000. Under the first option the bank is prepared to offer a 
loan of R2 400 000 at 12.5% per annum, repayable in 5 equal annual instalments of R674 050 
at the end of each year. The second option is a lease over 5 years costing R660 000 per year 
payable at the end of each year.  
 
If XPand (Pty) Ltd purchases the manufacturing machinery by utilising the loan, the tax write-off 
per annum will be 40%:20%:20% and 20% for the first 4 years. There will be no write-off in the 
fifth year. The company’s tax rate is 28%. 
 
The production director has approached you for advice regarding the better option for financing 
the new manufacturing machinery. 
 
Required: 
 
Advise the production director as to whether XPand (Pty) Ltd should take the loan and 
purchase the manufacturing machinery or lease the manufacturing machinery from the bank. 
Ignore any opportunity income that might arise between the net after-tax outflows of the 
two options. 
          (25 marks) 
___________________________________________________________________________ 
          [100 marks] 
END OF PAPER 
